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Introduction

marked the 80
th anniversary of the publication of Keynes' (1936) The General Theory of Employment, Interest and Money, which founded modern macroeconomics. As evidenced by its continued real world relevance and the continued intellectual ferment it provokes, The General Theory is one of the great books in economics.
This paper reflects on the history and enduring relevance of Keynes' other micro-foundations provide a better basis for Keynesian economics.
The success of the Keynesian revolution triggered a counter-revolution that restored the classical tradition and now enforces a renewed classical monopoly. That monopoly has provided the intellectual foundations for neoliberalism which has produced economic and political conditions that echo the 1930s. Openness to Keynesian ideas seems to fluctuate with economic conditions, and current conditions are conducive to revival of the Keynesian revolution. However, a revival will have to overcome the renewed classical monopoly.
Keynesian economics and the history of economic thought
The best way to understand Keynes's contribution is to place Keynesian economics within the history of economic thought. Doing so also helps understand why Keynes' revolution in economic theory was derailed and redirected back toward classical macroeconomics which Keynes sought to discredit. between the balance of trade, domestic economic activity, and the international economy.
As Keynes noted in The General Theory (ch.24), mercantilism is misunderstood and has an underserved bad reputation in mainstream economics. Keynes sought to recover certain aspects of mercantilist thinking and logic. Mercantilists argued bullion is the source of wealth; shortage of bullion restricts economic activity; and exports are a way to acquire bullion. Keynes argued the restriction on economic activity is shortage of aggregate demand (AD), and not money which can always be created in a fiat money economy.
Exports are a way of capturing AD, which explains the Keynesian dimension to export-led growth policy.
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Malthus
There are two essential features to Figure 1 . The first is it shows that, very early on, a fundamental split developed within economic theory between the "German historical school" and what I have called the "Anglo-Saxon school". That split was formally articulated in the great "methodenstreit" (method dispute) controversy that erupted among German economists in the 1880s. The Anglo-Saxon school has come to dominate modern economics and the ideas of the German school have been pushed to fringe. However, the ideas of the German School (about such things as history, critique of equilibrium, institutions, social relations, culture, and psychology) persistently resurface to trouble mainstream economics. Furthermore, in many regards, Post Keynesian economics can be viewed as an attempt to introduce the ideas of the German school into Keynesian "The idea that we can safely ignore the aggregate demand function is fundamental to the Ricardian economics, which underlie what we have been taught for more than a century. Malthus, indeed, had vehemently opposed Ricardo's doctrine that it was impossible for effective demand to be deficient: but vainly. For since Malthus was unable to explain clearly (apart from an appeal to the facts of common observation) how and why effective demand could be deficient or excessive, he failed to furnish an alternative construction: and Ricardo conquered England as completely as the Holy Inquisition conquered Spain. Not only was his theory accepted by the city, by statesman and by the academic world. But controversy ceased; the other point of view completely disappeared; it ceased to be discussed. The great puzzle of Effective Demand with which Malthus had wrestled vanished from economic literature. You will not find it mentioned even once in the whole works of Marshall, Edgeworth and Professor Pigou, from whom classical theory has received its most mature embodiment. It could only live on furtively, below the surface, in the underworlds of Karl Marx, Silvio Gesell or Major Douglas (Keynes, 1936, p.32) ."
After Ricardo, the story enters the more familiar terrain of the neoclassical revolution in economics based on the application of the principle of marginalism, and the development of the general equilibrium model by Walras' Lausanne school. Marginalism was applied to individual choice by the likes of Jevons, Mill, Edgeworth, and Menger. It was also applied to production theory by J.B. Clark to generate marginal productivity distribution theory.
However, the triumph of Ricardian thinking made full employment the normal assumption of economics.
Putting the pieces together, one sees how Keynes draws from conventional neoclassical economics, while also being a radical who draws from the under-consumptionists. Thus, Keynes accepted marginalism but he challenged the assumption of full employment.
Keynes' neoclassical connection has been a major source of misunderstanding. The misunderstanding arises because neoclassical microeconomics (marginal utility theory, marginal productivity theory, the price system, general equilibrium analysis and welfare economics) was gradually elaborated, and the pieces combined, to form neoclassical competitive general equilibrium theory (Hicks, 1939; Arrow and Debreu, 1954) which is the analytical core of contemporary economics. Since Keynesian economics is opposed to the conclusions of general equilibrium theory, it is easy to mistakenly think neoclassical microeconomics is inconsistent with Keynesian economics.
In fact, Keynesian economics is consistent with the "original pieces" of neoclassical microeconomics. However, it is also consistent with other micro foundations, and in this author's view it is improved by other micro foundations. It is even possible that Keynes was attracted to other micro foundations, but The General Theory definitively used neoclassical micro foundations. Perhaps Keynes thought taking on both neoclassical microeconomics and classical macroeconomics too big a task: we just do not know.
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Value and Capital laid out the foundations of modern CGE theory.
Classical macroeconomics and Keynes' attack on the classics
The other piece of the Anglo-Saxon canon is classical macroeconomics, which developed in tandem at the hip of neoclassical microeconomics. Classical macroeconomics contributes two key additional features to neoclassical microeconomics. First, it incorporates money using Locke and Hume's quantity theory analysis, and the role of money is to determine the price level. Money is neutral with respect to real economic variables, and there is a dichotomy between real and nominal variables. The claim is doubling the money supply will double the price level, while leaving real output and all other real variables unchanged.
Second, classical macroeconomics adds the loanable funds theory of interest rates.
The loanable funds market determines the real interest rate that equilibrates saving and investment, thereby equilibrating the demand and supply for goods. According to classical macroeconomics, the loanable funds real interest rate is the mechanism that clears the goods market and ensures Say's law holds. Demand for additional supply of output is created by a lower real interest rate.
Keynes' General Theory is both a critique and a replacement of classical macroeconomic theory. Both are necessary for an intellectual revolution. On one hand, it is a critique and demolition of classical macroeconomics. On the other hand, it offers a novel alternative theory of the workings of a modern industrial capitalist economy.
In doing these things, Keynes However, before Keynes, the underworld was just a collection of loose insights. Keynes gave those insights logical coherence and formalized them in his theory of effective demand determined output, which is the cornerstone of Keynesian economics.
Keynes' argument involves sweeping away old theory and introducing new theory.
First, Keynes rejected the loanable funds theory of interest rates. The loanable funds market is an intellectual fiction, and the market does not exist in reality. Unfortunately, Keynes did not say this clearly enough.
The rejection of loanable funds theory totally negates classical macroeconomics because it means the economy has no mechanism for equilibrating full employment saving and full employment investment. That is why the theory of interest rates dominated Fourth, Keynes criticized the argument that the labor market bargain determines real wages and the labor market generates a real wage consistent with full employment.
Recall, Keynes had a neoclassical view of the labor market in which the real wage equals the marginal product of labor. Just as the loanable funds market is a fiction, so too it is a fiction that workers can determine the real wage. The real wage is determined by the level of production which determines the marginal product of labor, and the level of production is determined by AD. If firms' have market power, the real wage is also influenced by firms' mark-up, which is determined by the structure of product market competition. Workers cannot control either the level of AD or the structure of competition. Ergo, they cannot determine the real wage or set a full employment labor market clearing wage. Thus, in chapter 2 at the very beginning of The General Theory, Keynes writes:
"For there may be no method available to labour as a whole whereby it can bring the wage-goods equivalent of the general level of money-wages into conformity with the marginal disutility of the current volume of employment. There may be no expedient by which labour as a whole can reduce its real wage to a given figure by making revised money bargains with entrepreneurs. This will be our contention…We shall argue that there has been a fundamental misunderstanding of how in this respect the economy in which we live actually works (Keynes, 1936, p.13) ."
Fifth, Keynes rejected the ability of price and nominal wage adjustment to ensure full employment. Here, and only here, he departed radically from the neoclassical canon.
The price system is a core building block of neoclassical economics, accomplishing the
Seite 12
Nr. 7 · July, 2017 · Hans-Böckler-Stiftung tasks of resource allocation and market clearing. On one hand, Keynes accepted the Marshallian single market partial equilibrium price mechanism. On the other hand, he rejected the capacity of the price system to deliver full employment equilibrium in the economy as a whole.
First, there is the problem of the inability of labor markets to determine the real wage (General Theory, chapter 2). Second, in chapter 19 on "Changes in Money-Wages"
Keynes provides a broader and even more explicit critique of the price system (which includes the money wage). Classical economics is accused of transferring reasoning that applies for firms and industries to the economy as a whole and disregarding the effects of changes in money wages on aggregate effective demand. His conclusion is: "There is, therefore, no ground for the belief that a flexible wage policy is capable of maintaining a state of continuous full employment (Keynes, 1936, p.267) ."
Furthermore, a flexible wage system would create uncertainty associated with price instability, thereby further reducing employment. Instead of a flexible wage system, a better system is one of downwardly rigid money wages. If real wages need to fall, that can be better accomplished by expansionary monetary policy that increases employment and the price level.
In sum, Keynes's General Theory broke decisively with classical macroeconomics.
It rejected the loanable funds theory of interest rates and the money neutrality doctrine, and substituted his liquidity preference theory of interest rates. However, Keynes' relation to neoclassical microeconomics is more ambiguous. The one microeconomic issue on which Keynes broke decisively with the neoclassicals is the price system's ability to ensure full employment. An example of an omission is lack of a theory of inflation, which was later supplied by Phillips curve theory. 5 However, that should hardly be a surprise as the 1930s were a period of depression and deflation. In that context, addressing inflation would have been out of touch with the time. It would also have been a distraction from Keynes' purpose in
The first word in Keynesian economics, not the last
The General Theory, which was to present his new theory of macroeconomics. Phillips curve theory constitutes an elaboration of that theory.
Most importantly, The General Theory provides a general theoretical platform that can be built out, perhaps using different microeconomic foundations. That implies the possibility of competing forms of Keynesian economics.
The classical backlash and the blunting of the Keynesian revolution
With the publication of The General Theory in 1936, Keynes initiated an intellectual revolution that substantially overthrew classical macroeconomics. In the UK, Keynesianism dominated both theory and policy. In the US, it dominated policy but was
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Like all revolutions, the Keynesian revolution was resisted by some. That resistance gradually developed into a counter-revolution which eventually succeeded in putting Keynesian economics back in the box of classical macroeconomics. The story of that counter-revolution is complicated and involves both politics and ideas, particularly the theoretical missteps of the neo-Keynesian school which was the dominant branch of Keynesianism.
Neo-Keynesianism is part of the post-war neoclassical synthesis which sought to fuse neoclassical microeconomic theory, Keynesian macro theory, and neoclassical growth theory. The macroeconomic component of the neoclassical synthesis is termed neo-Keynesianism. Neo-Keynesians sincerely believed they were Keynesians and were fully aligned with Keynes' policy agenda. However, their analytical thinking had unseen cracks, particularly regarding the belief that the price mechanism could ultimately restore full employment, something Keynes had rejected. Those cracks gradually contributed to recasting the neo-Keynesian interpretation of Keynesian economics into so-called "new Keynesian" economics, which is just a version of classical macroeconomics with market imperfections, frictions, and nominal rigidities. (Burgin, 2012) . It is also evident in the support given to Chicago School economists via the American Enterprise Institute and the Hoover Institution, both of which are funded by business and promote a business friendly economic policy agenda.
Some consequences of the triumph of the classical counter-revolution
The success of the classical counter-revolution means contemporary mainstream macroeconomics is a neoclassical monopoly, consisting of new Keynesian economics on one side and new classical real business cycle theory on the other. The two constitute a sealed system that derives great strength from its internal differences. That misunderstanding is encouraged and compounded by a range of other factors.
First, powerful political interests which fostered the classical revival, benefit from having macroeconomics framed in this narrow closed way. Second, the fact that new Keynesian and old Keynesian policy recommendations often overlap, obscures the differences and raises questions about need for additional ideas. Third, the differences are further obscured by the "new Keynesian" label which makes people think the economics of Keynes already has a front seat in the room.
The enduring relevance of Keynes' General Theory
The 80 th anniversary of the General Theory is cause for celebration, but it also occurs at an unhappy time. In the academy, the Keynesian revolution has been derailed and the classical macroeconomic tradition has been revived and reinvigorated. This has been accomplished by the creation of a neoclassical monopoly that blocks economic ideas and policies outside the space of the monopoly defined by new Keynesian and new classical real business cycle theory. In the global economy, the unhappiness is visible in economic conditions that exhibit clear parallels with 1930s when the Great Depression followed the financial crisis
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These conditions are the product of thirty years of neoliberal economic policy.
They show the enormous economic, social, and political consequences of the derailing and capture of Keynesianism.
The current stagnation can be viewed as closing a long cycle that began in 1945, and which provides over-whelming evidence of the enduring importance of Keynesian economics. After World War II, the global economy enjoyed an unparalleled era of prosperity that is widely referred to as the "Golden Age" or "Age of Keynes". That prosperity was built on Keynesian foundations and shows the importance of Keynesian economics. In the late 1960s and early 1970s, prosperity created problems of inflation, income distribution conflict, and resource shortages that manifested themselves in a new phenomenon of stagflation. Rather than fixing the problems, stagflation was opportunistically exploited by the opponents of Keynesianism to roll back the Keynesian revolution. In its place, the counter-revolutionaries restored classical macroeconomics and instituted the era neoliberal economic policy. The result has been a thirty year slow erosion of shared prosperity that provides confirmation, from another angle, of the merits of Keynesianism.
Most recently, Keynesianism has again proved its merits by helping prevent the financial crisis of 2008 turning into a second Great Depression. Timely economic policy interventions, inspired by the vestigial Keynesian lessons learned from the 1930s, prevented the worst. However, stagnation still ensued because the interventions were not large enough, they were prematurely curtailed, and the aggregate demand generation process remains damaged and unrepaired from forty years of neoliberal policy (Palley, 2012b) .
Openness to Keynes's ideas seems to fluctuate with conditions. In the 1930s, the Great Depression provided the historical context needed for Keynes' General Theory to succeed in changing economic theory and policy. Now, on the 80 th anniversary of The General Theory, current conditions may provide the historical context for a revival of the economics of Keynes and the Keynesian revolution. The good news is we have the knowledge and the historical record of economic performance is on Keynes' side.
Unfortunately, that is the only silver lining in a very bleak sky.
